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Decision No. rm rp; r mill n ~\n 1M n 
\W u Q U Uj U U\!jLA1lb 

BEFORE THE PUB'LIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

Application of PACIFIC GAS A~~ ) 
ELECTRIC COMPANY for authority ) 
~ong other things, to increase ) 
its rates ~~d charges for ) Application No. 59902 
electric and gas services to ) 
partially offset the effects ) 
of financial and operational ) 
attrition. ) 

---------------------------) 
ORDER DENYING REHEARING 

OF DECISION NO. 926Sb 

.1, 

Petitions for rehearing of DeCision No. 92656 have bee~ 
filed by Pacific Gas and Electric Company and by Toward Utility 
Rate No~alization. The Co~~ission has conSidered each and every 
allesation in said petitions and is of the opinion that good cause 
for granting rehearing has not been shown. Therefore, 

IT IS ORDERED that rehearing of Decision No. 92656 is 
denied. 

The effectiAPRdate of this order is the date hereof. 
Dated 21 1~8J ,at San FranCiSCO, California. 

Commissioners 
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Decision 50. 92656 February 4, 1981 

BEFORE nm PUBLIC UTILITIES C~SION OF 'mE STA"I'E OF CA.I.IFORNIA 

Application of PACIFIC CAS Al'm ) 
ELEC'l'RIC COKPAHY for authority ) 
among other things, to increase ) 
its rates and charges for 
electric &Dd gas services to 
partially offset the effects 
of financial cd operatioaal 
&ttnd.on. 

Application No. 59902 
(Filed August 27, 1980) 

(Appearances listed in Appendix A.) 

OPINION --- ......... _--
Summary of Decision 

Pac:ific Gas and Electric Company (PC&E) sought AUthOrity to 
increase '.i ts rates and charges for electric anQ gas service l:Iy $248.8 million 

and $66.9 million, respectively, outside of the Regulatory Lag ?lan to 

offset the effects of operational and financial attrition in 1981. 
In lieu of the sought relief PG&E is authorized an increase of 
$121,076,000 in electric revez:aues for its CPtJC jurisdictional electric 
operations ADd .an increase of $34,931,000 for its gas operations to 
cover estiaated operational &Dd financial attrition in 1981. 

!'he increase is required because of the .evere deterioration 
of PG&E's rate of return and re'tUrn OD equity which could fall to 
as low as 5.45 percent in 1981 frgaa the authorized level of 13.45 
percent.. A. decline of such _gDituc1e would have a .erious effect 
on the cost to fiD&Dce Deeded construction in 1981 and. possibly on 

the .~i11t:y to provide proper levels of service • 

.. 
-- ---------------,-
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This decision increases the ~ase rates of all electric 
rate schedules and contracts for the sale of enerqy by a uniform 
$0.00216 per XWh except for experimental Schedules Nos. A-20-A, 
A-20-B, A-20-C, A-20-D, the.contract for sale of enerqy to th~ 
state pumps of the Department of Water Resources, and Special 
Contract--City and county of san Francisco Supplementary Serviee. 
In our companion ECAC deCision in Application No. 60007 providin~ 
for a $178 million reduction in ECAC rates to be siqned with this 
order, we w~ll make the necessary adjustment to maintain the 38 percent 
differential in total reSidential electriC rates between the three 
residential tiers as adopted in Decision No. 91721 and maintainec 
in Decision No. 92249. 

!he $34.9 million increase in qas revenues authorized 
in this decision will increase ~ase rates for residential 
Tiers l, 2 and 3 rates, nonresidential Pl and P2 rates, resale 
rates and G-55 and G-57 steam electric rates consistent with 
our qas rate desiqn quidelines. 

Appendix C presents a bill comparison for a residential 

gas cuatc.er in the Bay Ar~ at various consumption levels including 
the $0.00105 per them ZIP Due rate inerease &UOlorized by Dee:Lsion 

No. 92653 in Application Ho. 59537. 
Appendix D presenta & bill comparison for & residen~ial 

electric cuatamer with & baaic lifeline allowance of 240 k~ at 
variou. eonaaaption levels. The bill comparison includes 'the 
effect: of the base rate iDereaae authorized in thia decision, the 
base rate iDcrease of $0.00002 authorized for ZIP by Decision 
No. 92653 in Application Ho. 59537, anel the ECAC rate reduction 
in Application No. 60007. 1'he Dee effect of these three rate 
chauga results 1D a recfw:tioa 1D total residential electric rates. 

-2-
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Introduction 
PG&E requests au~oriza~ion to increase ies rates and charges 

for electric and gas service by $248.8 million and $66.9 million, 
respectively, outside of the Regulatory Lag Plan ~o offset :he effec:s 
of operational And financial attrition on its oppor~unity to earn in 
1981 the rates of return on common equity found reasonable for its 
Electric and Gas Deparonen~s in Decision No. 9ll07, PG&E's test year 
general ra.te decision.. 'the application further explains that in order 
to provide PG&£ with an opportunity to earn these net average returns 
on c~on equity in 1980 and 1981, the Commission authorized an allowance 
for operational attrition of $46 million for the ewo-year period by 
adding an additional 50 basis points (1/2 of 1 percentage point) 
to the return on common equity found reasonable for the test year. 
The application states that thus the Commission found reasonable 
returns on c~on equity of ~3.90 percent and 14.10 percen~ for PG&E's 
Electric And Gas Depar~ents, respectively. 

In its application, PC&E contends that the unanticipated 
and extremely high inflation rate experienced in 1980 has rendered 
the estimates of expenses and cost of money adopted in the Commission's 
December 1979 Decision NO. 91107 totally inadequate_ ?C&E claims that the 
inflation-caused expense-increases have not only consumed the entire. 
a~~ri~ion allowance, bu~ will cause PG&E1s return on common equi~y 
for ies CPUC jurisdictional portion of its Electric Depart:ment to 
drop to 9.51 percent in 1980 compared to l3 .. 90 percen~ return found 
reasonable. Simila.rly, PG&E estim4tes that i~s return on cCCIDon 
equity for its. Gas Department will be 12 .. 20 percent instead of the 
14. ~~ percent found reasona.l:>le for 1980. 

PG&E further alleges in its application that aosent rat~ 
relief for 1981, PG&E's earninQS on common equity will continue i~s -steep decline to an estimated 5.26 percent and 6 .. 86 pereent for its 
CPUC jurisdictional Electric and Gas Departments operations. 

respectively. PG&E states that these returns on common e~ity for 
1980 and 1981 are woefully short of the average returns on eommo~ 
equity the Commission intended PG&E should have the opportunity to 
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tt achieve on the averaQe in 1980 and 1981 for its qas and electric 

opera~ions. PC&E further alleges that iQnorin~ the revenue short­

fall in 1980, it would require additional revenues of S331.7 million 
for its Electric Department and S89.2 million for its Gas De~artment 
to be made effective January 1, 1981, if they are to be offeree the 

opportunity to earn in 1981 the intended 13.40 percent and l3.60 

percent returns o~ common equity for it~ Electric and Gas Depar~~~r.ts, 
respectively. 

However, in order to expedite ~he processing of this 

a~plie&t1on, PC&E said it limited its rate increase request 

to $315.7 million, S248.8 million for its Electric Departme~~ a~e 

$66.9 million for its Gas Department. PC&E states that the 

requested ~ncrease repres~nts only 54 percent of the a~ount r.ecessary 

if i~ were to achieve, over, the two-year period. the avera~e retur~ 
on common equi~y found reasonable by the Co~~ission ana only 75 percent 

0: the total $420.9 milllon which it would require in 1981 to earn the . 
averaQe return on common equity previously found reasonable. 

PG&E further proposes that this request ce subject to 
refu~e in the unlikely event that ?G&E ~n 1981 shoule exceeo ~he 

returns on-common eq~ity 0: ~3.40 percent ano 13.50 percent for its 
Electric and Gas ~epartments, respectively. 

A prehearing coe:erence was held on Octobe~ 8, 1980 a~c 

evidentiary hearings co~~encee on October 27, 1980 before 

Ad~inistrative Law Jud~e K. Tomita in San Francisco. Public wi~ness 
test~mony hearinQs were held in San Francisco, Eureka; Fresno, 
Monterey, and San Jose on OCtober 15, l6, 20, 21, and 22, 1980, 
respectively. There were nine days of evidentiary hearin~s 
concludin9 on November 24, 1980 at which time the ma~ter was 

su~itted suoject to the filing of concurrent b~ie:s on or eefore 

Decemoer 8, 1980. Pursuant to a staff request, the date for £ilio; 
of ~riefs was extended to December 10, 1980. 

In addition to the statements made at public ~itness 
hearings the Commission received many resolutions and letters from 
Cities and counties opposin~ ?G&Z's application. The CommiSSion 

also received many letters from individuals as well'as numerous 
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petitions with scores of si;natures oppos~n9 any further increase 
in rates. Many of the letters and statements made reference to t~e 
inadequacy of lifeline volumes, the inability to pay spirall~; 
electric and Qas bills and the need for PG~E to absorb so~e 0: 
the burden of ~n!latlon by ti9hteninQ its belt and by inereasin~ 

productivity. 

The Commisslon also received four letters from custo~crs 
~neicat~ng that the 0111 insert 9iving notice of public witness 
hearlnQs was not received untll after the hea:in~s were held. ~he 

Aeminist:ative Law Jud;e ,~) requested PC&E to :evlew the ~~tter. 
On Nov~er 3, 19BO PG&E responded to tbe ALJ's request by advisl~Q 
the AL3 tnat a machine operator had inadvertently resumed the ~il~~9 

4t of the inserts durin9 the p~riod October 20 throu~h October 23. 1geo 
after the initial mailinQ was completed, thereby resu1tinq i~ ~ 
duplication in the mailin; of. inserts. PGbE sta~~s that the four 
customers who had protested had initially received a copy o! t~e 
notice with their September bills mailed between September 18 
throu;h September 23. Wh~le the d~plicate mallln9 was ~n:ortu~e~e 
and con:usin;, we have no reason not to be1leve PG&E's ex?la~a~ion. 

-5-
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py&E'S Position 
In support of its app11cation for rate relief PG&E 

presentee three ~tne$ses: Stanley T. Skinner, executive 
vice president; E. B. Lan; ley , Jr., senior vice president, 
Operations 7 and Roy Davis, manager of the Revenue Requirements 
Depar~~ent. 

Skinner as chief financial officer of PG&E test1f1ec 
that the rate increase was necessary if PG&E's financial inte~rity 
is to be sustained. Without rate relief, PG&E's return on commor. 
equity in 1981 is estimated to fall to 5.45 percent and such low 
return, in Ski~er's opinion, would almost certainly result in 
a down~radin; of ~&E's securities and the inacility of PG&E to 
raise a record $1.2 cillion of additional capital to meet its financin~ 
requirements for 1981. He further testified tbat PG&E has now reached 
a point where it is unacle to cut and defer expenses without affectinQ 
the quality and reliacility of service, thereby makin9 this request 
for an attrition offset necessary. 

Langley testified as to the vi90rous effort made by PG&E 
to control costs, cash flow, and keep its expenses within the estimates 
adopted oy DeCision No. 9l107. Management efforts to control or reduce 
costs were centered in the followinq four areas: (1) control ~~power 
levels, (2) defer maintenance expenses, where practicao1e, (3) delay 
or avoid capital investments, (4) continue onQoinQ efforts to maximize 
the efficiency of operations. Langley stated that many of the steps 
taken to control costs by deferrin; capital and maintenance expenditures 
eo not result in permanent savin;s but represent deferrals of 
expenditures to a future and more costly period. 

tanQley further testified that althouQh PG&E has effected 
and'.continues to attempt to effect cost sav!nqs, a revenue deficiency 
of $420,864,000 in 1981 cannot realistically be offset siDce PG&E's 
total maintenance and operations budget (exeludinq fuel ~osts), over 
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which the company can exercise some control amounted t~ only 
$445 million in 1980. If PG&E were forcee by ~ud;et constraints 
to continue deferment of maintenance and capital expenditures, 
similar to what was done in 1980, it would signifieantly increase 
tbe risk of impaired service due to creakdowns, would result in 
inability to provide service to new customers, and also would 
result in significant delays in renderinQ service in periods 
of peak demand. 

Davis compared the 1980 test year results of operations 
adopted in Decision No. 91107 with estimated year 1980 ane 
estimated year 1981 results of operations to demonstrate the failure 
of present rates to yield even close to the authorized rate of 
return. He t~en discussed the reasons for the inadequacy of present 
rates, ;ivin; specific examples. He also presented a simplified 
rate desiqn proposal to collect the requested increased revenues. 

Based on PG&E's results of operations studies for 1980 
and 1981 the returns on common equity for the Electric and Gas 
Depar~~e:ts without rate relief would be as follows: 

Rates of Return on Common Eguitv 

1980 1980 1981 
Test Year Est),matee Estim§ted 

Electric Department 13.62x 9.41% 5.03~ 

Gas Depart..-nent 14.10 12.20 6.86 

Total Utility 13.74~ 10.06% 5.45,; 

Davis further testified that if PG&E were to have an opportunity to 
eam iD 1981 the retu.ms 011 c~n equi~y authorized by Decaion 
110. 91107 it wou1cl require, addit:1oaal revenue Uacreasa of $331,.686,.000 
for 1ts Electric Department and $89,197,000 for its Gas Department, 
effective January 1, 1981. However, in order to expedite the 
proceeding PG&E is requestin9 only 75 percent of the increase 
necessary to earn the returns found reasonable in Decision No. 91107 
or $248,765,000 and $66,884,000 for its'Electric and Gas Departments, 
respectively. 

-7-
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Davis attributed the decline in earnin;s to the 
extraordinary inflation PG&E has experienced in 1980 and which 
it anticipates it ~ll experience in 1981. Since the 1980 and 
1981 eost estimates for its 1980 test year ;enera1 rate case 
f~lin9 (Applications Nos. 58545 and 58546) were oriQina11y 
made in ~d-1978, such eost estimates are significantly below 
actual and estimated costs for 1980 and 1981. 

Davis provided specific illustrations of how costs have 
increased for PG&E over the levels anticipated in Deeision No. 91l0i. 
~he decision adopted a 7 percent escalation for 1980-81 for both 
labor and nonlaeor expense items. Davis testified that PG&E's costs 
for labor are estimated to increase by 8.91 percent ~~d 12.3 percent 
during 1980 and 1981, respec~ively. As shown in Ta~le 1, PG&Z's 
laeor cost escalations above the level ori;inally anticipated 
represent cost increases in 1981 of $33,099,000 and $16,317,000 
for the Electric and Gas Depar~~ents, respectively. Similarly, 
PG&E's nonlabor expenses, ori;ina11y forecasted to escalate at a 
7 percent rate, are now estimated to escalate by 12.5 percent 
annually or by $49,762,000 and $21,206,000 for the Eleetric ~~d 
Gas Departments, respectively. 

-8-
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Table 1 

Pacific Gas and Electric Company 
Selected Operational and Financial Attrition Items 

lor Bate RelAef in Xe~: 1981 
(Dollars in Thousands) 

Electric Depa£tment 
Line 
No. 

cpue Gas 
- Total Dept. ~urisdietion D~artment 

~tirA= Md Maintenance ~ 

1 UIi:a' Escalation (a) 

2 Noc'atc.r Ese.alation Co) 
;) Stemn P:rc:Quet:icc 
~ce P.r:'oQ:ran (c) 

4 21 k'l ~iCXl ProjIarn (0) 

5 Flex Ca:roeetors (c) 

6 Inc:are 'l'ax Depreciation (0) 

Rate Base 
7 Oil Inve:trtory (p.etur.c, (Xl 

6,75lMEBL x (S34.93/BSL -
$l9.16/.BBL) ) 

8 Other Crate Base q.t'QW'th llTpliec3. 
in Test "i~ 1980) 

9 'l'ot2l 

10 Net Return CI.iDe 9 • 2.048509) 
II Net to Gross Multiplier 

12 ~CI'Jal Revenue Reqt.tiren'ents 
CLl:le 10 x L:I.ne ll) 

$ 33,099 
49,762 

13,245 

3,934 

24,252 

l7,861 

27,310 

13 ~ Reven'IJe Reqt::i.:rements Cd) 
14 Total ~~ & Financ::i.al 

ReveI:lue Reqt.tiren'ents 

$ 32,000 

48,llO 

12,677 
3,901 

23,l63 

17,125 

26,l85 

$l63,161 

69,649 

2.0642 

164,411 
19.1285 

$183,696 

$16,3l7 

21,206 

3,702 

10~060 

$51,285 

25,035· 

2.0656 

51,712 

6,350 

$58,062 
(a) 1979 level (per 1980 test year ded.sicc) times (1.0891 x 1.123 -1.07) 
(b) 1979 level (per 1980 test j'ear ded.siCl'l) t::il'nes (l.125 x 1.125 - 1.07) 
(0) J..CIditiocal item net irclu:led in test year 1980 
(d) FJ:an ~le 6, ~it 1 ~ Tab It. Davia. 
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Davis also testified concernin~ otber proQrams which 
affect PG&E's 1981 expenses ana which were not incorporated in 
Decision No. 91107. They are the expanded steam production 
preventive maintenance program eostinq $13,245,000, 21 kV feeder 
conversion pr~ram of $3,934,000 and the qas flex connectors 
replacement proqram of $3,702,000. Also shown in Table 1 is an 
additional expense of $24,252,000 caused by the cessation of 
income tax depreciation allowance for certain pre-1954 facilities 
which are fully depreciated and was not recoqnized in the income 
tax computation for test year 1980. 

under the rate base caption PG&E lists $17,861,000 for 
the increase in return neces~ary to recover the estimated hiQher 
inventory price for oil on the adopted 1980 test year volume of 
6.7 million barrels. It also lists increases in expense to cover 
rate Case ;rowth, other than for oil i~ventory, for the Electric 
and Gas Departments of $27,310,000 and $10,060,000, respectively. 

In addition to the above items Davis testified that its 
e~dded costs of long-term debt are estimated to increase from the 
7.79 percent cost adopted for test year 1980 to 8.42 percent for 
1981 and preferred stock costs from the adopted cost of 7.92 percent 
to 8.29 percent. Tbe revenue requirements to recover these increased 
financinQ costs are shown as $19,285,000 and $6,350,000 for the 
ElectriC and Gas Departments, respectively. 

AlthouQh Table 1 shows only the 'readily identifiable cost 
increase items, Witness Davis testified that there have been 
adQitional cost increases in labor, mate=ia1s, and services due to 
increasee maintenance, prodUction, transmission, and distribution . 
activities as well as increased administrative, conservation, and 

customer-related activities. 
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PG&E proposes that the $248,765,000 increase in electric 
base rate revenues be obtained by addin9 a uniform 4.63 mill increase 
to the base rates of all electric rate schedules and contracts for 
the sale of energy with the exception of experimental Schedules 

Nos. A-20-A, A-20-B, A-20-C, A-20-D, and the contract for sale of 
enerqy to the state pumps of the Department of Water Resources. 
Also, specifically excluded was the Special Contract--City and County 
of San Francisco Supplementarj Service. 

For its Gas Department, PG&E proposes to recover the 
requested $66,884,000 increased revenues by increasin9 rates 
applicable to residential, commercial, and industrial Priority Pl 
and P2 service by $0.01634 per therm and by increasinQ resale rates 
Priority Pl and P2 by $0.Ol307 per therm. PG&E states that this 
proposal continues the 20 percent marQin for Palo Alto consistent 
with Decisions Nos. 89315 and 89316 and ;1ves the same increase 
to other resale customers as proposed for Palo Alto. PG&E's . 
proposed Qas rates and associated required modifications of the 
Gas Department Preliminary Statement were set forth in witness 
Davis' section of Exhibit 1. 
Staff Position 

The staff in its showinQ recommends tbat PG&E be 9ranted 
a $117 million rate increase for the Elect~ic Department and a 
$36 million increase for the Gas Department for 1981. Supportinq 
its position the staff offered project manaQer Bruce M. DeBerry 
of the Revenue Requirements Division to testify on tbe staff­
recommended attrition offset. In aoaition, Ward A. Mefford, 
senior utilities enq1neer of the ElectriC Branch offered test~ony on 
the staff-recommended electriC rate desiqn and S. Robert Weissman . 
testified as to tbe staff-recommended qas rate desiqn. 

-11-
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Witness DeBerry defined attri~ion as oceur~inq when 
there are insufficient increases in revenues and productivity 
to offset increases in expenses, includinQ cost of money, and 
rate base after the test year, thus causinq a decline in rate 
of return in the year following the test year. He stated that 
financial attrition addresses the issue of hiqher cost of money 
and reco~izes the increase in a utility's weighted cost of 
long-term de~t and preferred stock due to the issuance or 
retirement of senior securities and that operational attrition 
refers to chanQes in the other operating cateQories such as 
revenues. expense~and rate base. 

Witness DeBerry disaqreed with PG&E's methodoloqy to 
offset financial and operational attrition with a completely 
revised results of operations study for 1981, since such showin; 
would require an extended amount of staff time to make a ~omplete 
analysis similar to that required for a filin9 under the 
Requlatory La; Plan. He stated that this application waS filed 
on August 27, 1980 and under the Requlatory La; Plan a deciSion 
would not be forthcoming until August 1981 which would be 

unreasonable considering that the company is seekin~ relief for 
the year 1~81. He therefore recommended that attrition be 
calculated from a combination of the modification of the 1980 

test year and the major components of expenses and rate base for 1981. 
DeBerry modified test year 1980 for those specific areas 

for which actual experience indicated that Decision No. 91107 was 
substantially in error and proceeded to correct these ~ounts by 

usin9 the updated 1nformat1on currently available. Usinq the 
modified 1980 test year as a ~ase, DeBerry calculated what the 
effe~s of attrition can be expected to be on these speeifie 
elements of the company's revenues, expenses, and rate base in 1981_ 

The~taff's recommended attrition allowances for 1981 f~r the CPUC 
jurisdictional portion of its Electric and Gas Departments are as 
follows: 

~-
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~ 

1980 

1981 
1981 

.. 

SI.mnaJ:y of Operational &ld F~cial Attrition 
(SOOO) 

Electric: Gas 
ltem pepa; C(!!wt ~t 

(CPOC Jurisd.) 

OperatiaW Attrition S 38~177 $ 6,489 
Opera't.icc.al Attrition 60,958 23,749 
Firlatlc:ial Attrition 17(88~ S,BS¢! 

'total Attrit10n $ll7,018 $36,127 

Y Based al CPOC jt1X'isQic:tiocal tate base of $4,634,725 
~ Det-t:o-Q:!:Oss nWtiplier of 1.2058, 'Which inc:l'l.ldes 
tax dec1uc:tib:i.lity of debt. 

Y Based <Xl rate base of Sl,525,135 ~ net-1:O-QrOSS 
mJltiplier of l.2066 which lnelutSes tax Ceduct.il:l:i.lity 
of~ • 
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Line 
!2:-. 

1 

2 
3 
4 
5 

6 , 
7 

S 

9 
10 
II 

12 

13 

14 

15 

~le 3 

CalOJlat1on of Esti."TIateQ Operatioc.al Attriticn 
For the Gas Deparcnent 

Yew 1980, 1981 

Xear 1980 rear ~981 
'1 Gross Revenue Eff~"" 

Iter! (SooO) 

Operat:l.nq & Mainten.ance ~ 

Labor $2,036 $l4,28l 
~ 0verheaC.s 

Pec.siocs & Wage-Related Becefits 514 3,372 
~ll 'I'.ax l62 l,l05 

N(x'IJal:Qr Inflatien 4,464 ll,414 
Less: M valoren ~ Decrease (757) 
Im1estrte:rt ~ Credit (4,906) 
Rate Base - Other lO,06O 

SUbtotal $6,419 S35,326 
tlr:lc:cllect:i.:oles & F.l:anchise ~ 70 38S 

Total Op. AttJ:iticc 1980 .$6A89 

S\Jbtotal $35,7ll 
tess: Attrition adopted :i.n Decision No. 91107 --,--11,962) 

Total Operaticcal Attrition for 1981 ~23,749 
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Table 4 

:LiDe: :<:api talization: : weiQhtec1 : 
:No. :Deeis~O'l ~.91107-Test xear 'SO: ~t~o : Co~ :CoS:-Electric : 

(a) 

1 

2 
3 

4 

5 
6 

7 

8 

Item (0) 

I.or:x;-'reatl. :Debt 45.92" 7.79% 
Prefer.red Stoc:k 14.57 7.92 
CQmal Equity - Ele<:.tric 39.5l 13.40 

Gas 39.51 13.60 

Averar;e EsdJrated 
Test Year 19S1 

I..eo;-'re:m Debt 45.92% 8.37" 
Prefer.ree Stock l4.57 8.29 
CarrtQn Eq.Jity - Electric 39.51 13.40 

Gas 39.51 13.60 

Elect...-ic teparcnen1: Attrition = 10.34X - 10.02X = .32X 

Gas Department Attrition = 10.42X - 10.lO% = .32% 

-

-16-

(e) :: (a) x (b) 

3.58% 

l.15 
5.29 

--lO.02X 

3.84% 
l.21 
5.29 

10.34% 

Wei;hted. : 
Cosl:-Ga~ : 

(e) = (a) x (b) 

3.58:'( 

1.15 

~ 
lO.l~ 

3.84" 
1.21 

~ 

10.42% 
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Tables 2 ana 3 show the staff calculation of the estimated 
operational attrition for 1980 and 1981 for the Electric and Gas 
De~ments. respectively. Table 4 shows the staff calculation of 
financial attrition. 

Tbe labor attrition for 1980 was computed as the difference 
Oetween the 7 percent increase adopted in Decision No. 91107 and the 
aetual waqe increase for 1980 of 8.91 percent. For 1981 the labor 
attrition recognizes the difference between the 1980 base (1979 
waqes x 1.0891) and the 1981 estimate (1979 wages x 1.0891 x 1.123). 
The 7 percent labor and non1abor inflation included in Decision 
No. 91107 as an attrition allowance is deducted on Line 19 of Table 2. 
Labor overheads were adjusted by a s~lar percenta;e for 1980 and 
1981. Inflation on the nonlabor component of operations and 
maintenance expenses was estimated at 12.5 percent per year for 
1980 and 1981 compared to the 7 percent estimate used in Decision 
No. 91107. 

The staff also made an adjustment in Table 2 for year 1980 
to correct for improper depreciation deductions on pre-19S4 electric 
plant which had been fully depreciated but was used in DeCision 
No. 91107 calculations, thereby understatin~ income tax expense. 
It also made an adjus~~ent for lower ad valorem tax expenses for 
1980. For 1981, the staff allowed $1,700,000 for the Preventive 
Maintenance Program and $500,000 for the 21 kV conversion proqr~, 
substantially below the amount claimed by PG&E. It also made 
adjustments in 1981 for additional investment tax credit, for the 
increase in rate base oil inventory due to the increase in averaqe 
cost per barrel of oil from $19.16 to $34.93, and also for the ~rowtb 
of ~ate base from 1980 to 1981. 

Similar adjustments are made in Table 3 for the calculation 
of ~st~ted attrition for the Gas Department in 1980 and 1981. 
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Table 4 shows the staff computation of financial 
attrition for 1981 aue to the estimated increase in the embedded 
cost of lonq-term debt and preferrea stock in 1981 over Decision 
No. 91107 costs. The staff estimates the effect of financial 
attrition to be .32 percent on rate ~ase for 1981. 
Staff Electric Rate Design 

staff witness Mefford took exception'to PG&E's electric 
rate desiqn proposal as not bein9 consistent with Decision No. 92249, 

aated September 16, 1980. Accordinq to witness Mefford, Decision 
No. 92249 requires a three-tier domestic rate structure with the 
same percentaqe difference ~tween the lifeline tier and the 
second tier as Detween the second tier and third tier rate. Be 
therefore recommended, assuminq that PG&E's rate request is qranted 
in whole, that the domestic lifeline base rate be increased by 
$.00448/kWh and the domestic Doulifeline base,r&~e be increased by 
$.00482/kWh. These increases result in an equal percentaqe 
difference in total rates of 35.1 percent between lifeline and 

second tier and between second and third tier rates. For all 
other classes he recommends a uniform $.00463/kWh increase in 
ener;y base rates for the purposes of this proceedinq. 
Sta;f Gas Rate Deslgn PEoP2s,l 

Staff witness Weissman set forth the following criteria 
usee in eevelopinq his qas rate desiqn. 

... 

(a) No increases in monthly customer charge. 
(b) The reSidential Tier I (lifeline) rate should 

be referenced to the averaqe cost of qas. 
(c) The residential Tier II rate shall be 

referenced to the G-2 rates. 
Cd) The residential Tier III rates shall be the 

hiqhest rate on the system. 
(e) The G-2 (nonresidential Pl and P2) rate shall 

be referenced to the averaqe system rate, 
excludinq lifeline. 
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C£) The resale rates (exeluein; SoCal Gas.and 
Palo Alto) shall oe referenced to the averaqe 
system cost of qas. 

(q) Tbe resale rate for Palo Alto is ~ased on the 
20 percent differential between qross revenues 
and ~urchaseQ qas expense as $O.0458/therm of 
Palo Alto's purchases as determined at page 18 
of Deeisio~ No. 89315 dated september 6, 1978. 

Witness Weissman then proceeded to set fortb a rate 
design usinq the quideline criteria estaolished from Commission 
Decisions Nos. 91107, 91108, and 91720 as well as a rate desiqn 
which he recommends be adopted based on the staff-recommended 
criteria. Table 5 sbows that under the staff-recommended qas 
rate desiqn (cols. f & q) residential lifeline rates will 
experience a 12 percent increase, Tier 2 rates a 1.8 percent 
decrease and Tier 3 rates a 0.$ percent increase over rates in 
effect at May 4, 1980. 

-
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Toward Utility Rate 
N9rmal1zation (TURN) Position 

On October 8, 1980 TORN filed a motion to dismiss the 
application on the ground that no financial eme=qency exi~ts to 
justify an emergency interim inerease under the Regulatory Lag 

Plan. Durinq the hearinqs held in October and Novecber 1980, 
TURN actively participated in the proceedings through cross­
examination of the various witnesses and the filinq of ~rie:. 

TORN arques that all of the ;rounds cited by TURN in its 
motion to dismiss continue to require dismissal of the application. 
TURN arques that (1) the application lacks sufficient allegations 
of financial emerqency to justify interim relief, (2) PG&E will 
receive a qeneral rate increase on January 1, 1982, and (3) the 
establish~ent of Supply Adjustment Mechanism (SAM), Gas Cost 
Adjustment Clause (GCAC), and Enerqy Cost Adjustment (ECAC) cost 
offset procedures has materially alleviated PG&E's financial 
vulnerability. 

TORN agrees that the real reason for the filinq of the 
application is inflation. However, TURN arques that PG&E must 
tiqnten its belt, as all other sectors of society must, in order to 
combat inflation. TURN further states that although PG&E's current 
estimate of inflation for 1981 is 9.8 percent which is only 3.6 
percent above the estimate made in 1978 for 1981 inflation, PG&E seeks 
a ~ase rate increase of 19.3 for its Electric Department and 12.5 
percent for its Gas Department. TORN insists a siqnal must be se~t 
to PG&E tbat it cannot stmply overspend its budqet and then come to 
tbe ratepayers, who must live vithin their budgetS, complain1nq 
of dire need. 

Should the Commission qrant any rate increase in tbis 
proceeding to PG&E, TO'RN arg'Ues that any ;increase authorized must 
be~1mited to offsettinq specific attrition items revi~ed by the 
staff • 'l'tTRN arqaes tbat to- allow a rate increase based only on PG&E' s 
analysis of 1981 results of operations would De an abdication of 
responsibility by the Commission • 
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TORN disaqrees w1th the staff calculation of 1981 

Electric Department attrition since the staff fails to adopt' 
PG&E·s estimate of other revenues for 1981, althouqb it adopts 
PG&E's estimate for 1980 and merely uses the 1980 level of other 
revenues for 1981, thereby understatinq other r~ by $10 .. 6 million. 
TORN also disaqrees with the staff attrition computation since the 
staff does not offset the 1981 attrition calculation by the 
financial attrition allowance qranted by tbe Commission in 
Decision No. 91107 similar to its treatment of the operational 
attrition allowance qranted in DeciSion No. 91107. TORN states 
that Decision No. 91107 qrantea two financial attrition allowances: 
(1) 12 basis points on return on rate base throuqh the adoption of 
year-end cost factors for lonq-term debt and preferred stock and 

" 1/ (2) 16 basis points on return on rat~ base by adoptinq Fincin9 4-

or a combined total of 28 basis points on return on rate base. 
Usinq the adopted rate bases and appropriate net to 9ross 

multipliers TORN calculates the financial attrition allowance in 
Decision No. 91107 to be $25,187,000 for electric and $8,477,000 

for qas, or a total of $33,664,000. TURN further computes the actual 
financial attrition to be $21,175,000 for electriC and $6,973,000 for 
9as for 2981 and that PG&E has been overcompensatea for finanCial 
attrition by $4,012,000 for electric ana $1,504,000 for qas. TORN 
contends that instead of a finanCial attrition allowance of $17,883,000 . 
and $5,889,000 shown by the staff the aforementioned overcompensation 
of $4,012,000 and $1,504,000 ~hould be deaucted. TORN furtber comments 
in its brief that the staff fiqures for labor escalation should be 

reduced by $25 million to reflect personnel cutbaeks and also reduces 
~.t.aff &t'tritiOll figure. to reflect $80 ai1110n :Lu Mlt-tiPten1Dg 
.~vr .. UIlclercaken by PC&E. thereby shrinki:ag attrition to approx1m&eely 
-fa 1I!111OD.. 

1/ Fiadiq 4 increased the re't1ml OD CCIIIDOEl equ.:Lty frca 13.90 to 14 .10 
perCeDt or by 20 buia points. A 20-basu -poiDt 1Dcreue in retum 
CD ca.OD. equity iDcreasu the rate of returD OIl rate base by 3 
buia poiDea. 'rOI!f'. 16 ouu peiDts reprueDt a baia points for 
6&Ch of the yean 1980 &sid 1981. 
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TORN does not objeet to the PG&E and staff recommendation 
that any rate increase be spread to the various customers classes 
on an equal cents per kWh basis. T'tJRN does recommend that the 
38 percent differential Qetween the three residential tiers be 

maintained. TURN points out that staff witness Mefford recommended a 
35.1 percent differential only because maintenance of the 38 percent 
differential would require either three-tier base rates or an 
adjustment of ECAC rates. In OIl 77 the staff aqreed With PG&E's 
proposal that a uniform residential base rate be adopted with all 
tier differentia~to be reflected in ECAC rates. TORN also points 
out that staff witness Mefford also testified that Application No. 60007 
involvin9 another PG&E ECAC proceeding will be up for decision at 
appro~tely the same time as this matter and that such ECAC 
proceeding relates, to a $178 million rate decrease and should the two 
matters result in a sinqle rate adjustment witness Mefford had 
recommended the retention of the 38 percent differential. 

TORN advocates that any Qas rate increase authorized in 
this proceedin9 should be allocated accordinq to the Commission's 
adopted quidelines. It finds both PG&E and staff qaS rate desiqn 
proposals inadequate because they do Dot follow the criteria set forth 
in Decision No. 91107 and refined in Decision No. 91720. ~~ a:;ues 
that low priority rates be reviewed and adjusted in this proceedin~ 
because a ;as cost offset proeeedinq may not take place for another 
six months. TURN argues that G-55 and G-57 rates are currently below 
quideline levels resultioq in PG&E's high priority qas customers 
subsidizin9 the electric customers of PG&E and Edison. TORN further 
arques that there is no justification for current G-SS and G-S7 rates 
bei~ 2~ cents less than G-S2 r~tes if both schedules are referenced 
to the current market price for No. & low-sulfur oil. If G-S5 and G-57 
rates are set at the same level ~s G-S2 r~tes ~ 'I"ORN ar~es that the 
additional $47.5 million revenue qeneratee would more than offset 
the $3& million increase the staff is recommendinq for tl'le~'Gi's' -.. -~-.-.-~-.- _ .. -

e, Department. 

-23-



A.S9902 AL:1/rr/b'W ", 

TURN strenuously objects to witness Weissman's proposal 
to reference the lifeline Q'as rates to the averac;e cO'st of Qas 
and the assi;r~ent of 33.7 percent of the proposed revenue increase 
to lifeline. TURN argues that the staff proposal is inappropriate 
in an abbreviated proceed.in; such as this. It stronc;ly urQes the 
Commission to reject witness Weissman'S proposal a:a ur;es that any 
rate increase c;ranted in this proceedin9 conform to the Commission's 
adopted quidelines. 
City of Palo Alto's 
iPa12 ~lto' Eosition 

Palo Alto's utilities rate analyst, W. Randy Baldschun, 
testified on the need to update the reSidential lifeline sales data 
to calculate the correct resale Qas rate to ~ cbarc;ed Palo Alto 
under Schedule No. G-60. Baldschun testifiee that tohe 33.7 percent 
,lifel.ine pereentaQe under the current resale schedule is no lonc;er 
valid and does not reflect the current trend toward reduced 
consumption by Palo Alto ;as customers. For the period July 1, 1979 

t."u'ough June 30, 1980, he testified that Palo Alto' s recorded lifeline sales 

constituted 35.3 percent of total sales and t.~e lifeline percentage for 1981 
is estimated to be 36.0 percent. Palo Alto requests that the 
Commission adopt a lifeline percentage of 36. percent for Palo Alto 
resale Rate Scbedule G-60, or in the a~ternative a 35.3 percent 
lifeline percentage based on recorded lifeline sales data for fiscal . 
year 1979-80 be adoptee. 

Palo Alto arques that failure to update Palo Alto's 
lifeline percentaQe has the deleterious effect of financially 
penalizinQ Palo Alto's conservation efforts as well as reducinQ 
Palo Alto's operating marQin below its entitled 20 percent. Palo 
Alto further arques that the Commission bas adjusted the lifeline 
percenta;es of PG&E's other resale customers based upon current 
sales data submitted by these utilities. 

---- .... -... --.-.-.~ ~ _ .. __ .... _---.-_-- - - -. -+-_. 
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Gener~l Motors Corporat10n's 
'General MotOtS) Position 

General Motors, while not takinq a position on the 
validity of the attrition allowance concept or the amount of 
revenue the Commission should authorize, if any, does express 
its concern with tbe off-hand treatment qiven to rate desiqn 
~ staff and applicant. General Motors stron;ly opposes the 
institutionalization of this kind of interim proceedin9 since 
it is impossible to properly address the rate desiqn issue in 
an abbreviated proceedin<;, even thou;h it is a Qeneral rate 
increase proceedin; rather than a fuel eost offset case. General 
Motors therefore arques that a utility's attrition problems should 
be dealt with in the context of a ;eneral rate proeeedin<; in which 
rate desiqn questions relatin<; to additional revenues offsettin; 
attrition can be considered in an appropriately deliberate fashion. 
California Manufacturers 
Assoeiation's (CMA) Position 

CMA does not take issue with PG&E's request for rate 
relief in this proceedin; nor with the rate design proposals of 
PG&E or the staff. CMA concurs with PG&E and the staff that 
application of the Comm1ssion's rate design guidelines per.mits no 
present increase in the rates for 9as sold to PG&E's Priority 3 

and P~iority 4 customers. 
Position of CUt Utility 
Rates Today (CURT) 

CURT supports ~~ in its motion to dismiss this 
application. If the application is not dismissed CURT requests 
that ~ll sal~ies over $SO,OOO per year be reduced to such level, 
that the revenue request be reduced by $43 million representin~ 
the ·amount dividends were increased in 1980 and that commuter 
drivinQ of company vehicles by employees be reduced resultin~ in 
alleged savinQs of $7.1 million. 
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CURT on November 21, 1980 filed a motion to dismiss 
PG&E's application or, in the alternative, to qrant additional 
public protest hearinqs on the qrounds that Section 4S4a has 
been violated by insufficient notice of hearinqs and also a 
motion a~ainst PG&E for vexatious ane oppressive cond~ct aqainst 
prospective witnesses. CURT in its brief accuses the AtJ of 
bendinq over backwards in i~orinq patent errors and obfuscation 
by PG&E. COR= also states in its brief that it is stibmittinq 
a short brief in the belief that the decision will be a rubber 
st~~p of the apparent desires of Mr. Abramson, ALJ Tomita, and 
the Commission. 
Discussion 

OperatiOnal ~ttrition 
PG&E claims that adoption of PG&E's results of operations 

is'preferable to the staff showinq since (1) it is based on a 
showin; that more completely reflects expenses PG&E expects to 
incur in 1981: (2) it will enable PG&E to earn a return on common 
e~uity that beqins to approach the return found necessary by the 
Commission to maintain the company's financial credibility and 
inteqrity: (3) it will enable PG&E to retain its Aa/AA-bond ratin~s: 
(4) PG&E is re~estinq 75 percent of the revenue increase it actually 
needs, therefore, it ensures that PG&E will have more than ample 
incentive to operate efficiently to attempt to achieve the 13.40 
percent return'on common equity: and (5) the Commission will have 
an opportunity to review the reasonableness of the base rates put 
into effect in 1981 after the staff completes its study in the 1982 
test year rate case sometime after the first quarter of 1981 and 
aqain in 1982 based on recorded 1981 results. 
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The Commission is aware of the unprecedented inflation 
experienced in 1979 and 1980 ana the serious inroaa such inflation 
has on PG&Z's aeility to earn the returns on common equity 
authorized in Decision No. 91107. Since PG&E was only in its 
ei~htb month of its test year and was predictinq returns on 
common equity for 1981 of 5.03 percent and 6.86 percent for its 
Electric and Gas Departments, respectively, we decided to go to 
bea:inqs on this application. 

While we believe consideration should oe qiven for some 
rate relief in this proceedin;, we do not aqree that rate relief 
Dased on PG&E's 1981 results of operations study is reasonaDle 
even if such request represents only 75 percent of the amount 
purportedly necessary to earn the authorized returns on common 
equity. To ;rant such a request without a comparaole results of 
operations study by the Commission staff would be comparable to 
federal agency type requlation, which we have rejected in the ~st. 
It would also defeat the purposes of our Requlatory Laq Plan. 

Based on our manpower capabilities, we eelieve the staff 
methodology of caleu1atin~ the effects of operational and financial 
attrition from a cOmOination of the modification of the 1980 test' 
year and on the major components of expenses and rate base for 1981 
is appropriate. The staff approach does not require a complete 
results Qf operations stuay which would be impossible to undertake 
and still enable us to recognize inflationary increases in costs 
which could not be perceived at the time PG&E, tbe staff, and 

" 

other parties were preparinq tbeir respective results of operations 
studies in connection with Applications Nos. SSS45 and 58546 which 
resulted in Decision No. 91107. As stated by witness DeBerry, these 
ere.increased costs the staff would have ~dopted and which the Commission 
would most likely have authorized if sueh information were available at 

-27-



A .. 59902 . ALJ/'ow ." .. 

e the ti."'l'Ie the studies were being undertaken. We l:>elieve the aQoption of the staff 

me~logy will give PG&E sane valuable relief in 1981 fran th~ effeets of inflation. 
While we concur with the staff methodolO9Y, we do not necessarily concur 

wi th all of the stlf£ eatpltiltions for attrition. We believe the staff calculations 

of cperational attrition for 1980 for l:oth Elect::ie and Gas Oepartments Are reasol"lable 

and will adopt such calculations in our carputation as they affect 1981.. For 1981, 

we believe the staff estilTlate of custcrner sales revenues is CNerly optimistic anO 

fails to adequately reco;nize the effects of substantial rate increases w the 

adoption of three-tier inverted rates on the cons.mption pattern of residential 

custOmers. en the other hanCi, \ole believe that PG&E1 s eustaner sales revenue esti::lates 

for 1981 which are approximately $30 million l~...s than the level adcpted in Oecision 

No. 91107 are teo conservative. We are of the opinion that holding c:ustaner sales 

revenues at the staff estUnate<3 level for 1980, which is SlO.6 million less than 

the level adc:oted in Decision l'b. 91107, and other revenues at the staff estimated . . 
level for 1980 and 1981, which is $9.7 million higher than the level adopted in 

Decision N:>. 91107 are reasonable revenue estimates for 1981. ~ do not agree with 
TORN that we should adc'pt the higher PG&E estimates for. other revenues for 1981 

since the increase in other revenues is due to higher steam sales,which are offset 

by increased fuel ~nses not fully c::onsidered in this pr~ng, and not eovered 

by the ro.c process. 

While we agree that redueing ad valorem taxes for 1980 to reflect t."le 

adoption of a lower market value by the State Board of Equalization for the 1980-81 

fiscal year is ~ropriate, \ole concur wi t."l PG&E that maintaining ad valorem taxes 
for 1981 at the same level is unreasonal;)le since it fails to reccgnize the increase 

in rate base in 1981. We will adjust ad valorem taxes for 1981 to reflect the 

increase in rate base. 

A major area of difference between PG&E and the staff is 

~he level of new programs which s~uld be recognizee in this 

proceeding- PG&E estimates for 1981 inelude S13,245,000 for the 

steam preventive maintenance program, S3,934,000 for the 2l kV 

conversion program for its Electric Department, and S3,702,000 for 

the gas flex conneetor replacement program for the Gas Department. 

-28-



A.S9902 ALJ/rr/bw * 

The staff recommends tbat $1,700,000 ~e allowed for the preventive 
maintenance pro;ram and $500,000 for the 21 kV conversion pro9r~~. 
The staff recommends n~ increase for the qas flex connector 
replacement program since it consiaers such pro;ram a continuin~ one 
witb no chanqe in activity level. 

PG&E arques that its steam preventive maintenance proqram 
is in response to Decision No. 91751 in OII 43 involv1nq an 
investigation into possi~le electrical supply snortaqes of eleetric 
public utilities and any emerqency measures to provide for necessa.-y 
mutual assistance. The decision directs PG&E to file preventive 
maintenance plans aesignee to substantially reduce forced outaqes 
durinq periods of peak electrical aemand. The staff arques that 
the company has been incurring expenses for preventive ma1ntenance 
since at least 1973. It further arques that the number of qeneratinq 
unit overbauls,which is tbe primary concern of this pro;ram,vary 
siqnificantly from year to year and without a thorouqh analysis of 
the company's plan for 1981, the Comm1ss10n has no reliable way to 
test the reasonableness of PG&E's request. 

We are aware of our lanquaqe in Decision No. 917S1 expressinq 
our views of the need to accelerate ste~~ preventive maintenance 
proqrams to reduce the chance of forced outaqes. However, PG&E has 
failed to convince us that the $13,245,000 cla~ed in Exhibit 1, 
Table 4, represents a new level of activity for steam preventive 
maintenance envisione~ by Decision No. 917S1. We will therefore 
adopt as reasonable the $1.7 million increase reeommen~e~ by the staff. 

For the 21 kV conversion program we will aQopt the $5~0,OOO 
allowance recommended by the staff. We aqree with the staff that this 
new proqram has not yet been fully ~plemented and that there ~ll be 

rel~tively little activity for this program in 1981. 
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We also aqree with the staff that the qas flex 
connector replacement prOQram is a continuinq proQram' rather 
than a new pr~ram and therefore will not adopt an extra 
allowance in this proceeainq_ 

Except for the items aiseussed in the earlier paraqraphs 
we find the staff's calculation of operational attrition for the 
Electric ana Gas Depar~~ents for 1981 relatinq to labor, labor 
overheads, payroll taxes, nonla~or inflation, investment tax 
credit, and rate base increases reasonable. We also concur with 
the deduction of operational attrition adopted in Decision No. 91107. 
Finanejal ~ttrition 

For financial attrition the staff calculated the diffe=ence 
between the wei;hted cost of lonq-term debt and preferred stock 
adopted in Decision No. 91107 and the estimatea weiqhted cost of 
10nq-term debt and preferred stock for averaQe year 1981. As shown 
in Table 4 the financial attrition was calculated to be .32 percent . 
on rate base. TORN arques that a deduction for financial attrition 
allowed in Decision No. 91107 (calculated by TORN to be $25,187,000 
for the Electric Department and $8,477,000 for the Gas Department) 
should be deductea similar to the operational attrition aeduetion 
made ~y staff. TORN's computation for estimated financial attrition 
to be experienced differs from the staff in that TURN takes the 
weiqhted cost of lonq-term debt and preferred stock for averaqe year 
1981 and deducts the weiqhted cost of lonq-ter.m debt and preferred 
stock for averaqe year 1980 or a difference of 38 ~asis points on 
return on rate base. Based on TORN's calculations the follow1n~ 
over-allowance for financial attrition should be used to reduce any 
attrition offset allowance: 
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Financial Attrition Allowee 
iD Decision No. 91107 

Financi~l Attrition Expected 
to oe Experienced 

Financial Attrition 
OVer-Allowed 

Electric 

S25,187,000 $8,477,000 

21,175,000 6,973,000 

$ 4,012,000 Sl,50..;,000 

While we concur with TURN that Decision No. 91107 
provided for financial attrition allowance, we do not a~ree 
with TU~~'s calcu1ations.~/ In considering ehe a~~ri~ion allowance 
for 1981 we concur with the staff's computation of 32 basis points 
on rate base or the difference between the wei;hted cost of lonQ­
term debt and preferred stock adopted in Decision No. 91107 and t~e 
wei9hted cost of 10nQ-term de~t and preferred stock estimated fo= 

Average 1981. There is no need to measure ehe fiDanc1&l &t:t:r1t:ion 
4t experienced beeween average year 1980 and year-end 1980 since we 

" 

are measuring t:be expected inerease in the weighted cost of long-term 
debt aDd preferred stock for average year 1981 over the weighted COS1:5 

Adopted in Decision No .. 9'110; which proved to be inadequate even for 
1980.. We will 'therefore adopt the staff financial &tt:rition allowance 
of $17,833,000 for the t;lectric Department and $5,889,000 for the Gas 
Department: .. 

?:./ 'I'URN's calculations appear only in its brief and is a.:gument and 
not A part of the evidence in this proceeding. 
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While we also concur with TURN that a deduction for finaucial 
attrition allowed in Decision No .. 91107 1& appropri&ee, we do Doe 
agree with 'IORN's CAlculation of the amount to be deducted. "1'ORN 
argue. that the financial attrition allowaace made in Decision 
No. 91107 resulting from the adoption of end-of-ye.ar weighted cost 

of long .. texm debt and preferred stock should be used as a deduce1on. 
We believe l'OR.N's arganent is erroneous since the average yeB:r 

1980 cost of long-te~ debt and preferred stock already exceeds 
the weighted costs adopted in Decision No. 91107 and furthe%DlOre 

in compueing oar expected fiDanc1al aterieioD allowance we are 

only recognizing 'the expected financial attrition in 1981 over 
and above the level adopted ill Decision No.. 9l107. With respect 
eo the 20 baai. point increase allowed in return on cammon equity, 

we believe the proper amount to be deducted is the revcue effect 
of the aount relating to the year 1981 or $7,542,000 for 
the Electric Department and $2,483,000 for the Gas Department. 
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Tbe operational attrition allowance provieee in Decision No. 91107 

differs from tbe financial attrition allowance in that a 50 oasis 
point increase in return on common equity was provided for 1930 and 
1981 to cover expected increases in labor and nonlabor costs in 1981 

over the test year 1980 levels adopted in Decision No. 91107. The 
20 oasis point increase in return on common equity for financial 
attrition was providee to cover the risk of deot costs and preferred 
stock costs exceedinq the weiqhted costs adopted in the decision in 
each year of the 1980 test year cycle. 
Adopted 1981 Operational and 
Financial Attrition Allo~nce 

OUr adoptee 1981 operational and financial attrition 
allowance over adopted test year 1980 is set forth in Taole 6. It 
will p:ovide for a $121,07S.~00 rate increase for PG&E's CPOC 

juriseictional electric operations and $34,l93,000 for its 9as 
operations. 

PG&E arques tbat the staff-recommended attrition 
allowance for 1981 of $153,145,000 for the Electric and Gas Departments 
is inadequate since such allowance would only provide PG&E's cPee 
jurisdictional ElectriC Department operations an 8.29 percent return 
on rate oase and an 8.13 percent return on common equity, and for the 
Gas Dep~~ent an 8.88 percent return on rate oase and a 9.59 percent 
return on common equity. These returns are oased on PG&E's 
estimated results of operations studies for 1981. The staff arques 
that use of such ratios is meanin;less since it assumes that PG&E's 
figures are correct and that after makinq what the staff conSiders 
"tip of tbe iceberq" ao'j ustments to PG&E fiqures the returns on common 
equity would increase to 9.95 percent for cpoe jurisdictional electric 
operations and to 10.66 percent for the qas operations. 
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Table 6 

Pacific Gas & Electric ~'Y 
1981 Operational & Financial Attri ticn Oler 

¥qpted Test Year 1980 
($000) 

Revenues 

~&~~ 

tabor 

taCor Overheads 

Pec.si<XlS and ~~tec1 Benefits 

Pay.I:oll Tax 

No:'J.l&:cr IXlflaticn 

JId Valorem 'I':!xes 

.. 

Cor.reeticn for Oepreeiaticn Deduction 
in Incate Taxes 

InvesWter.rt; ~ credit 

~ ~ Mai:lterl.m'lce P:'CQLatn 

21 ~ Proc;ram 

Rate Base: 

011 IlNer:tory 

Other 

StIbtotal 

'OllcQlleetibles and Frmlc:h:i..se ~ 

StIbtotal 
~ CpO: Attritic:c h50pted in :O .. 9ll07 

'I'otal ~ .. Attritiea 1981 

Fjnenc=laJ Attnticc 

IA!ss FiM"eial Attritial :0.91107 

'l'otal F:!.mInci.al.Attriticn 1981 

'l'otal ~l & :FjMnciztl Atb:iticc fer 1981 

(I.ec! Figure) 
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Revenue Requirements 

Electric 
O?OC 

J\;d.s. 

$ 904 

31,990 

7,775 

2,447 

36,618 

(73) 

23,163 

(3,090) 

1,641 

482 

l7,125 

26.18S 

$145,167 

J:,104 

$146,.271 

~3S,S36) 

$llO,735 

l7,883 
~7,542) 

~O,~;L 

$121,.076 

$ 

Gas -

16,317 

3,886 

1,267 

15,878 

(214) 

(4,906) 

10,060 

$42,288 

461 
$42,749 

(11,962) 

$30,787 

5,.SS9 

(2,483) 

3.406 

$34,193 
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In authorizin; increases 0: $l21,076,000 for the CPUC 
jurisdictional Electric l'epartment operations and $3'4,193.000 for 
the Gas l'epartment, we are certain that such increases will not 
enable PG&E to earn in excess of the last authorized returns on 
common equity found reasonable in l'ecision No. 91107. We are also 
equally certain that the $155,269,000 revenue inere~se will be 0: 
substantial assistance in offsettin; the effects of inf1atio~ in 1981. 

We have been persuaded in this proceeding that a combination 
of £&c~ors ex~ernal ~o our Decision No. 91107, coupled with i~ems 
wiehin that decision whien were overlooked or differed s1gnif1can:ly 
from ae~ual experience, have resulted in a si:uation which will cause 
a serious de~erioration in PG&E's return on equity in 1981 without 
rate relief on our part. 

Since Deeision No. 91107, we have uken steps to account 
for attrition by way of a straightforward calculation of its effeet 
and by provision of a step rate increase at the beginning of the 
second year of the two-year regulatory lag interval between general 
rate eases. (Decisions Nos. 92497 and 92549.) While we a~~e=p~ed 
in Deeision No. 91107 to ,ree~gnize and aceoun~ for attrition, bo~h 
operational and finaneial, we now ean see that we did so in an 
imperfeet, manner. 'We expeet this type of interim relief for any of 
our major utilities to be the last neeessary. 

Providing utility service is not a risk-free business and 
this Com=ission was not established to guarantee a specifie level of 
earnings ~o companies we regulate. We have been innovative in 
establishing procedures that allow California u~111ties a fair and 
reasonable opport:unit:y t:o earn what: we authorize. PG&:£'s next 
general rate proceeding with tes~ year 1982 will undoubtedly provide 
for a step rate increase commencing with 1983. PG&E, and all our 

". edaer regulated companies, should be on notice that we do not expeet 
t. 1Dcreue, through subsequent rate proceedings, tbc level of those 
aecond-year rates, absent: & true emergeney situation. 

-34-



A .. 59902 ALl /"IN 

Higher leveu of inflation. higher negotiated wage ~-nses, 
and newly discovered ratemak1ng items vill Dot, 1n themselves, 

constitute such an emergency.. Utility management must bear the Durden 
of solvirlg these problema just as the residential CODB'CXIler and the 
business C01lS18er '8USt find ... y. to live within their saeans.. We will 
Dot, ADd truly e&xmot. isolate the utility industry from the adverse 
economic cODditioas that affec't its customers and other iDduso:y vi'th 
which i'C competes for capital. We will provide, and have provided. 
a reasonable opportunity for profit. 'Ihere.after, II&D&gement must do 
its part. While we are not araiDdful of the record evidence of 
ec:alQ'Dies in operation that PG&E haa already implemented, neither are 
we unavare that such ac'tion aust be continuous and aust be emphasized 
even more strongly during periods of high inflation. 
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Electric R~te De$jc~ 
On January 6, 1981, the Commission in Decision No. 92572 

in OIl No. 77 adopted the concept of uniform electric reside~tia1 
base rates to become effective on May 1, 1981. Under the uni:o~ 
base rate concept all of the tier differentials in residential rates 
will be reflected in ECAC rates. In movinQ toward the unifo~ base 

rate concept in this proceeding we wi~l aoopt PG&E's proposal for a 
uniform cents per kWh increase to the ~ase rates o~ all electric r~te 

scheeules and contracts for the sale of energy with the exception of 
experimental Schedules Nos. A-20-A, A-20-B, A-20-C. A-20-D, the 
contract for sale of energy to the state pumps of the Department of 
Water Resources and Special Contract--City and County of San Francisco 

Supplementary Service. Based on the inflation allowance increase 

we are authorizinQ in this decision of S121.076,000 an increase in 
base rates o~ SO.00216 per kWh will be required. 

Gas Rate Design 
PG&E proposee that the requested increase in ;as revenues 

be obtained by increasin; rates applicable to residential, co~~ercial, 
and industrial Priority Pl and P2 service oy $0.01634 per ~her.m. For 

. resale rates (Priority Pl and P2), PG&E proposed. a $0.01307 per the:au 
increase which continues the 20 percent margin for ~e City of PaloA1~o 
consistent with Decisions Nos. 89315 and 89316,and also 9ives the- ot."le-r re-sal~ 

eustomers the same increase propOsed :or Palo Alto. PG&E states 
that its approach is Simple and recommends that rates based upon any 
9uideline approach be deferred to a Gas Adjustment Clause (G~C) ease 

when the magnitude of the increase is 9reater. 
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The staff-recommended qas rate desiqn proposal differs 
substantially from PG&E's proposal or the quideline approach. While 
there may be some merit to the staff proposals, we do not believe 
it would be appropriate to make any major qas rate desiqn changes, 
particularly in connection with lifeline residential rate desiQD, 
in this expedited proeeedinQ. We will therefore adopt rates based 
OD our gas rate design guidelines. 

TORN arques that eXistinQ Steam Electric Schedules G-SS 
and G-S7 fall far short of the quide1ines compared to· PG&E's purchase 
price of No. 6 low-sulfur fuel oil or the current market price of 
such fuel oil. TURN arques that increasing G-SS and G-S7 rates to the 
G-52 rate level would generate S47.5 million in additional revenues 
or more than the increase in qas revenues recommended by the staff. 
TURN criticizes both PG&E and staff ;as rate desiqns for failure 
to propose an increase in rates based on alternate fuel p~ices. 
While we be11eve that this matter can be better considered in a GAe 
proceeding when the total revenue effect will probably be siqnificantly 
hiqher and where the issues invo1vin; alternate fuel prices and the 
appropriate level of G-52, G-55, and G-57 rates can be appropriately 
reviewed and revised if necessary, some increase in G-55 and G-57 
steam electric rates is now in order. 

We will not adopt Palo Alto's proposal to adjust its 
lifeline sales percentage in this proceeding, ~ut defer such issue 
to the 1982 test year qenera1 rate proceeoinq in Application No. 60153. 
Increases in resale rates for palo Alto as well as other resales 
will be Cased on the existin; guidelines adopted by this Commission. 
Findinas of Fact 

1. PG&E has experienced unprecedented inflationary increases 
in costs in 1980 aDd Will continue to experience higher costs i~ 1981 
which were not considered in setting rates in Decision No. 91107 in 
Applications Nos. 58545 and 5&546. 
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2. PG&E needs additional revenues in 1981 if it is to 
be able to raise the necessary capital to finance its construction 
pr09r~ necessary to provide reliable service to itseustomers. 

3. ~sent rate relief PG&E will experience a substantial 
shortfall in revenue requirements which would cause PG&E's return 
on common equity to seriously decline in 1981. 

4. PG&E's request for $248,765,000 increase in CPUC 
jurisdictional electric revenues and $66,884,000 increase in its 
Gas Department revenues based on its 1981 results of operations 
study is unreasonable for an attrition offset proeeedin9 outside 
of tbe Requlatory Laq Plan since the staff is unable to prepare 
a 1981 results of operations study within the necessary tL~e frame 
in which applicant seeks rate relief. 

S. The metbodology employed by the staff of calculatinq the 
effects of inflation by modifyin9 test year 1980 for inflationary 
increases and then calculatin9 the effects of attrition on the major . 
components of expenses and rate base for 1981 is reasonable. 

'6. Use of the staff methodology enables the Commission to 
provide PG&E with substantial rate relief in early 1981 and also 
enables the CommiSSion to preserve its Requlatory La9 Plan pr~rarn. 

7. operational and financial attrition Offset allowances 
increasin9 CPUC jurisdictional electric revenues by $121,076,000 
and Gas Department revenues by $34,931,000 as set forth in Table 6 
are reasonable. 

8. Tbe increases authorized herein will not result in PG&E's 

earnin9 a return on common equity in 1981 in excess of the 13.40 
percent found reasonable for the Electric Department and the 13.60 
percent found reasonable for the Gas Department in Decision No. 91107. 

9. In computinq financial attrition for 1981 it is reasonable 
to compare the wei9hted cost of 10~9-term debt and preferred stock 
adopted in ~ecision No. 91107 with the estimated wei9bted cost of 
lODg-terrn debt and preferred stock for average year 1981. 
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10. It is reasonable in computin; financial attrition 
for 1981 to offset the effect of the 20 basis point increases 
in return on common equity allowed in Decision No. 91107 relatin~ 
to the year 1981 for possible hiQher eapital eosts from such 
finaneial attrition allowanee. 

11. It is unreasonable to deduct the 20 basis point inereases 
in return on eommon equity relating to 1980 from such 1981 financial 
attrition calculation, since it pertains to 1980 and we are not 
attempting to make PG&E whole for unforeseen expenses in 1980 since 
this would be considered retroactive raternaking. 

l2. For tbe purposes of this expedited proceeding it is 
reasonable to spread the $l21,076,000 increase authorized for the 
Electric Department by incre~sin9 the energy eharge of the base rates 
by $0.002l6 per ~Wh for all'rates, scheaules, and contracts 
except for SeheQules Nos. A-20-A, a, C, and D, the State Pump Contract 
with tbe Department of Water Resources and Special Contraet--City 
and County of San Francisco Supplementary Se~ice. The inereasi~ 

of base rates on a uniform cents per kWh basis is consistent with the 
adoption of uniform residential base rates in Deeision No. 92572 in 
OIl No. 77. (Note. In our comp~~ion ECAC decision in Applieation 
No. 60007 to be siqned with this order, we will adjust our ECAC rates 
to maintain the same 38 percent differential in total reSidential 
electrie rates for the three residential tiers as adopted in Decision 
No. 91721 and maintained in Deeision No. 92249.) 

13. For the purposes of this expedited proeeedin9 it is 
reasonable to spread the $34,931,000 increase authorized for the Gas 
Department based on the guidelines. Appendix B sets forth the 
inereases adopted by this order. 

14. It is reasonable to defer Palo Alto's request for an 
adjus~,ent in its lifeline percentaqe to the 1982 test year ;eneral 
rate proceedinq. 
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tt 15. The increases in rates and charQes authorized ~y this 
decision are just and reasonab1e~ and present rates and charQes, 
insofar as they differ from those prescribed by this decision, are 
for the future unjust and unreasonaole. 
Conclusions 9f Law 

1. PG&E should be authorized to file revised electric rates 
as set forth in Finding 12 designed to generate $121,076,000 of 
additional annual revenues for its Electric Department to cover 
est1rnated operational and financial attrition for 1981 not provided 
~y DeCision No. 91107. 

2. PG&E should be authorized to file revised Qas rates as 
set forth in Findin; 13 and Appendix B desi;ned to Qenerate $34,193,000 
of add1t1onal annu~l revenues for its Gas Department to cover estimatea 

operational and financial attrition for 1981 not provided by Decision 
No. 91107. 

3. The effective date of this order should be the date of 
siqnature because there is immediate need for rate relief in 1981. 

IT IS ORDERED that: 
1. Pacific Gas' and Electric Company (PG&E) is authorized to 

file with this Commission revised tariff schedules for electric rates 
as set forth in FindinQ 12, on or after the effective date of this 
order desiqned to qenerate additional annual electric revenues of 

$121,076,000. The reviseQ tariff schedules shall become effective 
five days after f11in9 and shall comply With General Order No. 96-A. 
The revised rates shall apply only to service rendered on or after 
the effective date of the revised schedules. 
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2. PG&E is author1zed to file with this Commission 
revised tariff schedules for natural qas rates as set forth in 
FindinQ l3 and Appendix S, attached hereto and by this reference 
made a part hereof on or after the effective date of this order 
des1qned to qenerate additional annual qas revenues of $34,193,000. 
The revised tariff schedules shall become effeetive f1ve days after 
filinq and shall comply with General Order No. 96-A. The revised 
rates shall apply only to service rendered on or after the effeetive 
date of the revised schedules. 

3. The motion filed by TURN on October 10, 1980 in this 
proeeedin; is denied. 

4. All other motions not previously ruled upon are denied. 
The effective date of this order is the date hereof. 
Dated lebX»Ah1 4. 1981 , at San Francisco, California. 
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APPENDIX A 

L1ST OF APPE~~CES 

Applicant: Robert Ohlbach, Daniel E. Gibson, and William B. 
Edwards, Attorneys at Law, for Pacific Gas and Electrie 
Company. 

Protestant: william B. Hancock, for Cut Utility Rates Today (CUR:). 
Intervenors: Morrison« Foerster, by John M. Adler and James ? 

Bennett, Attorneys at Law, ane Mc Nees, Wallace « Nuriek, by 
Henry R. Mae Njcholas, Attorney at Law, for California 
InQustrial Enerqy Consumers: and Michael S. Lessee and Frank 
Jefferson, for Citizens Aetion Leaque. 

Interested Parties: Glen J. Sullivan and Allen R. Crown, Attorneys 
at Law, for California Farm Bureau Federation: Biddle, Walters & 
Bukey, by Salina F. Osinski, Attorney at Law, for Western Mobile­
home AsSOCl.atl.on: John Blethen and Miehel Florio, Attorneys at 
Law, for Toward Utility Rate Normalization (TURN): Llnd~ L. 
Weisberg, Enerqy Proqram Manaqer, for Stanford University: 
James F. Sorensen, for Friant Water Users AsSOCiation: George 
Agnost, City Attorney, by Leonard Snaider, Attorney at Law, for 
City and County of San Franeiseo~ Brobec~, Phleger & Harrison, 
by Gordon E. DavisJ William H. Booth, Cynthia Choate, and James 
M. Addams, Attorneys at Law, for California Manufacturers 
Association: Donald H. Maynor, Attorney at Law, for City of Palo 
Alto: Robert M. Shjllito, for the California Retailers Association:and 
Downey, Branc, seymour & Rohwer, ~y Philip A. Stohr, Attorney at 
La~, for General Motors Corporation. 

Commission Staff: Thomas F. Grant, Attorney at La~, and Martin 
Abramson. 
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RESlDEN'l'IAI. GAS BILL COK?~N FOR THE BAY XP2.A 

,. 
Slerms : 

: Billed 

26 "Y 
45 Y 

100 

200 

;0 

95 Y 
106 'Y 
200 

300 

;; Lifeline quantity 

y Average u~e 

: iieseZl'C 
: Ra.-ees 

$ 8·75 

19·52 

;5-51 

l22.20 

15·72 

28.18 

31·97 

85.28 

150·78 

:Autl::1or1zed. .. IZlcrea.se • 
: Ra':.es;/ : ];)01)--l"'5 : 

Summer 

$ 8.86 SO.ll 

19.85 0·33 

56.55 1.04-

l24.55 2.:35 

ilitlter 

l5·93 0.21 

29.19 O • .u 
;;2.,43 0.46 

86.79 l.51 

l53.58 2.80 

1I Incl~de, SO.OO105/therm, A.59;)7, ZIP base rate increase 

.. --..... ~----- -------_ ... 

. 
'ereetl't ; 

1.:3~ 

1.7 

1.9 

l.9 

1.3 

l.4 

l.4 

1.8 

1.9 

.. 
, 

.. 



A.5990.2 }.L1/rr/bw. 

APPENDIX D 

Bill Comparison - PG&E SCbedule D-l 
For a Residential Electric Customer with .the 

Basic Lifeline Allowance of 240 kWh 

A.595J7 A.60007 NeW' 
Present ZIP Baze A.. 59902 New Effective 

Base Rate Base Rate ~ Rates 
Rates Inerease Increase Rates 2L4/?1 

Cllstclrer Charge $1.75 $1.75 

Tier 1 .Ol690 $ .0000.2 $ .00216 $ .01610 .03518 

Tier 2 .02430 .00002 .00216 .03213 .05861 

Tier 3 .02430 .00002 .00.216 .05440 .08088 

B:i.ll at P.re.ser.rt Bill at P.roposeQ 

. . 
~ 

Old 
Effec:-...i~ 

Rates 
9/80 

$1.75 

.03682 

.05899 

.08137 

Percent ~~ 
'i6o.'h Bates .' ~tes ReduetW ReductiW 

240 $ 10.59 $ 10.19 $ .40 3.75~ 

300 14.13 13.71 .42 2.95 

400 20.03 19.57 .. 46 2.27 

SOO 26.37 25.88 .49 .l.86 

600'" 34.51 33.97 .54 1.56 

700 42.65 42.05 .60 1.40 

SOO 50.78 SO.14 .64 1 .. 27 

900 58.92 58 .. 23 .69 1 .. 17 

1000 67.06 66.32 .74 1.10 

1250 87.40 86.54 .86 .98 

1500 107 .. 74 106.76 .99 .92 

1750 l2S .. 08 126.98 1.10 .86 

2000 148.43 147.20 1.23 .83 

2500 189.11 187.64 1.47 .78 

3000 229.80 228.08 1 .. 72 .75 


